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BUDGETING   FARM   AND   RANCH 
RECREATION   ENTERPRISES 

Budgeting  is  a  working  management  tool.  It  is  a  way  to  seek,  order, 
and  weigh  the  best  information  available.  It  can  be  helpful  in  making 
difficult  decisions  needed  in  farm  and  ranch  recreation  enterprises,  1/ 

Research  indicates  that  profitable  recreation  enterprises  demand  a 
high  level  of  management.  Using  budgeting  to  pre-plan  can  be  important  in 
guiding  managers  toward  profitable  recreation  enterprises  and  away  from 
unprofitable  ventures. 

Although  profit  is  usually  the  main  goal,  other  considerations  are 
given  due  weight  since  they  influence  final  decisions.  Farmers,  ranchers, 
and  others  considering  recreation  enterprises  will  find  budgeting  useful: 

•  In  deciding  whether  to  undertake  a  recreation  enterprise, 

•  In  deciding  on  the  kind  and  size  of  recreation  enterprise, 

,  In  developing  and  operating  a  profitable  recreation  enterprise. 

Effective  use  of  budgeting  leads  to  a  better  decision  because  it: 

,  Indicates  the  kinds  of  information  the  manager  needs, 

,  Focuses  the  information  and  indicates  the  kinds  of  Judgments 
needed, 

•  G®ts  the  main  facts  and  judgments  down  on  paper. 

Once  the  procedure  is  familiar,  more  detail  can  be  incorporated  if 
needed.  However,  siB?)le  budgets  using  only  important  key  information  are 
often  the  most  useful.  How  does  this  management  tool  work?  Let's  look  at 
some  basic  points: 

,  First  of  all,  it  is  a  sinqjle  step-by-step  procedure, 

,  It  is  an  analysis  of  DIFFERENCES,  It  can  help  answer  questions 
such  as  —  what  will  the  probable  difference  be  between  dollar 
GAINS  and  dollar  LOSSES  if  a  fishing  enterprise  is  added  to  a  farm 
business  and  crop  and  pasture  acreage  is  reduced? 


y    The  budgeting  method  discussed  in  this  publication  is  called  "partial 
budgeting"  by  economists. 


INCOME  CHANGE 

T 


LOSSES 


111  PRESENT    INCOME  :llli;;:!i\ 


GAINS 


•  A  simple  balance  illustrated  above  shows  the  process  of  weighing 
LOSSES  in  income  against  expected  GAINS  in  income.  If,  for 

'  example,  a  fish  pond  enterprise  adds  more  to  present  farm  income 
(GAINS)  than  income  is  reduced  by  the  changes  made  (LOSSES),  the 
pointer  on  the  balance  will  move  to  the  plus  side.  If  expected 
LOSSES  outweigh  the  best  information  available  on  probable  GAINS, 
the  pointer  will  move  to  the  minus  side, 

•  This  method  does  not  give  the  exact  income-/  produced  by  the 
recreation  enterprise .  It  gives  an  indication  of  the  probable 
change  in  total  income  for  the  farm  or  ranch  busjjiess. 

•  The  gains  or  losses  from  several  alternatives  can  be  calculated 
and  compared, 

A  manager  is  concerned  with  what  is  anticipated  and  probable.  He  can 
make  careful  estimates  based  on  the  perfonnance  of  other  enterprises, 
personal  experience  and  applicable  research.  But,  the  future  is  uncertain. 
Research  concerning  farm  and  ranch  recreation  enterprises  is  relatively  new. 
Tested  research  data  that  applies  to  all  localities  and  circumstances  is 
liraited.2/ 


2/  There  are  several  definitions  of  income.  Throughout  this  paper  income 
is  defined  as  the  labor  and  management  return  to  the  operator  and  unpaid 
family  or  other  unpaid  sources  above  a  $  percent  interest  return  on 
average  investment  capital  and  average  operating  capital  assumed  used  in 
the  business  for  an  average  of  six  months  out  of  the  year, 

2/  The  Federal  Extension  Service,  USDA,  has  published  a  useful  bibliography 
of  current  selected  publications  on  Rural  Recreation  as  a  Business, 
Several  publications  listed  in  this  bibliography  contain  planning  infor- 
mation.  Six  State-OSDA  (Economic  Research  Service)  recreation  enter- 
prise studies  completed  or  in  process  in  Missouri,  Arkansas,  Ohio,  New 
England,  South  Carolina,  and  Oregon  are  highly  recommended.  USDA -A. I.  B. 
No,  277,  Rural  Recreation  Enterprises  for  Profit,  October  1963,  is  also 
a  helpful  source  of  information.  Adjust  published  data  to  fit  individual 
situations • 
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Such  items  as  the  number  of  people  who  can  be  expected  to  patronize  fee 
fish  ponds  and  the  expected  length  of  time  that  eqtiipment  can  be  used  before 
it  must  be  replaced  can  only  be  estimated.  Therefore,  don't  expect  budgets 
to  be  precise,  but  remember  that  the  budgeted  result  can  be  only  as 
accurate  as  the  estimates  used.  Estimates  are  useful  in  decision  making  but 
judgment  is  vital  to  management  in  any  business. 

The  decision  maker  should  budget  separate  alternatives  using  different 
key  estimates  where  the  information  at  hand  is  extremely  uncertain.  One 
example  is  the  approximate  number  of  patrons  or  sales  that  are  expected. 
Again  using  a  fish  pond  example,  a  manager  who  anticipates  an  estimated  1500 
customers  a  year  may  also  want  to  try  out  budgets  for  1000,  1250,  17^0  and 
2000  expected  customers.  This  way  he  can  estimate  how  many  customers  would 
be  necessary  to  make  the  enterprise  profitable. 

INFORMATION   NEEDED 

Planning  Horizon 

The  "planning  horizon"  is  the  time  period  in  which  dollars  invested 
are  to  be  recovered.  During  this  time  the  manager  can  see  into  the  future 
with  reasonable  accuracy  to  project  present  trends  such  as  the  demand  for  a 
recreation  enterprise  or  the  possible  obsolescence  of  equipment.  With 
today's  rapidly  changing  conditions,  the  planning  horizon  for  most  livestock 
and  crop  enterprises  is  relatively  short  —  generally  5  to  15  years . 
Individual  cases  vary  widely.  The  same,  no  doubt,  prevails  for  most  recrea- 
tion enterprises. 

To  put  probable  costs  and  returns  on  a  common  base  so  various  alterna- 
tives can  be  compared,  prorate  all  costs  and  returns  on  an  annual  basis  for 
the  duration  of  the  planning  horizoni  "This  means  breaking  down  into  one 
year  increments  the  fixed  cost  charges  (depreciation,  insurance,  taxes,  and 
interest)  on  added  investments  that  will  be  used  in  the  business  for  more 
than  one  year. 

Determine  the  length  of  time  that  investments  such  as  rowboats  will 
probably  be  used  in  the  business.  Stress  that  budgeting  is  for  the  farm 
manager's  use  in  making  decisions .  Therefore,  for  planning  purposes,  the 
length  of  time~He  expects  to  use  boats  in  the  business  may  not  exactly  agree 
with  the  depreciation  period  used  for  income  tax  reporting  or  the  length  of 
time  a  creditor  might  extend  a  loan  to  purchase  boats. 
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Fixed  and  Variable  Costs 


In  budgeting,  always  distingtdsh  between  fixed  and  variable  costs. 


y 


Fixed  costs  are  the  same  regardless  of  how  many  customers  patronize  the 
recreation  enterprise.  Examples  are  depreciation,  insurance,  retailer's 
licenses,  fees  required  to  do  business,  taxes,  and  interest  on  the  invest- 
ment. Some  costs  may  be  already  fixed,  such  as  the  taxes  on  presently-owned 
real  estate.  Other  costs  will  become  fixed  if  certain  actions  are  taken, 
such  as  constructing  a  pond  and  purchasing  boats. 

Hired  labor  may  be  either  a  fixed  or  a  variable  cost.  If  labor  must  be 
hired  for  the  recreation  season  and  if  there  is  nothing  productive  for  labor 
to  do  when  there  are  no  customers,  it  becomes  a  fixed  cost. 

Fixed  costs  are  difficult  to  prorate  on  an  annual  basis,  but  this  is 
necessary.  Figure  1  shows  how  to  calculate  annual  fixed  costs  on  buildings, 
equipment,  and  other  investments.  Use  cost  rates  that  fit  local  conditions. 

FIGURE  1 


Depreciation  (cost  minus  salvage  or  resale  value)  -r- 

(estimated  years  to  be  used  in  the  business) $_ 

Interest"^ (5^  of  the  raid-value  or  2.5^ 

of  new  cost)-)^ • 

Taxes  (Assessed  value  x  rate)**  ..,,,, ] 

Insurance  (About  $3.50  to  $li,00  per  $1000  insured 

value)  (Fire,  lightning,  hail  and  wind)  

TOTAL  ANNUAL  FIXED  COSTS   $ 


t  The  average  annual  investment  can  be  used  to  estimate  average  interest, 
taxes  and  insurance  costs.  The  average  annual  investment  equals  new 
coat  plus  salvage  value  divided  by  2. 

*  This  assumes  an  "opportunity  cost"  of  $  percent  on  the  average  invest- 
ment. 

*♦  Taxes:  Real  estate  taxes  include  buildings,  land,  etc.  Personal 

property  includes  tractors  and  equipment.  Rates  will  vary  by  location. 


k/    For  a  more  detailed  discussion  on  cost  classification  see  A  Primer  on 
Costs  by  Fred  E,  J-ustus  and  Charles  L.  Beer,  C-788,  University  of 
Missouri  Extension  Division,  Columbia,  Missouri,  Augtist  15*63, 
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For  budgeting  purposes,  interest  on  the  investment  is  called  the 
"opportunity  cost"  of  the  dollars  invested.  This  is  the  probable  return  on 
the  invested  dollars  that  was  foregone  in  order  to  invest  in  the  recreation 
enterprise.  On  some  farms  and  ranches  where  dollars  for  crop  and  livestock 
production  are  limited,  the  "opportunity  cost"  interest  rate  may  be  10  to 
20  percent  or  more.  Where  dollars  are  readily  available,  commonly  used 
"opportunity  cost"  interest  rates  on  farm  and  ranch  capital  at  the  present 
tiiae  range  from  U  to  6  percent. 

A  rowboat  investment  is  used  in  Figure  2  to  illustrate  the  procedure 
for  calculating  annual  fixed  costs.  It  is  assumed  that  a  new  boat  costs 
$200  and  that  it  will  be  used  in  the  business  for  ^  years.  At  the  end  of  5 
years  it  is  anticipated  that  its  "salvage  value"  will  be  $50.  Note  that  the 
price  paid  for  the  new  boat  was  $200  —  however,  the  fixed  costs  prorated  on 
an  annual  basis  are  estimated  at  $U0.50  a  year. 

FIGURE  2  «—  Annual  fixed  costs  estimated  for  a  rowboat  investment 


Depreciation, ••.$200  minus  $50  (salvage  value)  -   $150     ■     $30.00 

5  years 

Interest,.., $200  plus  $$0    x    S% , 6.25 

Taxes.,,, $200  plus  $50    @     ($30  per  $1000)   3.75 

2 

Insurance,,,. $200  plus  $50  @  ($U  per  $1000)  .50 

Total  annual  fixed  costs  ....•,..•     $U0.50 

Variable  costs  are  associated  with  the  volume  of  business  (the  customer 
sales ^  of  the  recreation  enterprise.  These  costs  are  usually  easily  changed 
since  in  most  cases  they  are  expenditures  for  current  production  items. 
Examples  of  variable  cost  Items  are  gasoline,  repairs,  bait,  advertising, 
fertilizer,  feed,  food  stand  items,  and  game  birds. 

Consider  Changes  Only 

The  budget  weighs  GAINS  against  LOSSES  as  changes  are  made.  It  is  used 
to  Indicate  whether  or  not  a  recreation  enterprise  will  or  will  not  add  to 
present  farm  or  ranch  inccane.  Therefore,  it  considers  only  the  business 
costs  and  returns  that  change  as  the  enterprise  changes.  A  complete  listing 
of  all  costs  and  returns  for  the  farm  or  ranch  is  not  needed. 
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Fixed  costs  on  investments  such  as  existing  buildings  and  equipment  that 
will  not  be  disposed  of  will  not  change  whether  recreation  enterprise  changes 
are  made  or  not.  However,  any  added  fixed  costs  as  well  as  added  variable 
costs  such  as  repairs,  gasoline,  and  oil  used  by  the  tractor  for  work  with 
the  recreation  enterprise  should  be  included  in  the  budget, 

A   USEFUL   FORM 

The  budgeting  concept  can  be  put  down  on  paper  in  a  form  that  is  useful 
in  counseling  and  will  help  the  manager  weigh  key  information.  Many  factors 
affect  costs  and  returns.  Use  the  simplified  partial  budget  form  shown  in 
Figure  3  to  summarize  them  for  easy  reference,  review,  and  comparison. 

If  'several  alternative  changes  such  as  sizes  or  kinds  of  recreation 
enterprises  are  to  be  considered,  use  a  separate  form  for  each.  Follow  the 
framework  step  by  step  for  each  alternative  budgeted  so  that  no  important  in- 
formation is  left  unconsidered.  Using  a  budget  should  become  almost 
automatic  to  both  the  counselor  and  the  manager,  A  budgeting  form  such  as 
this  should  be  reproduced  and  used  as  liberally  as  scratch  paper. 

It  is  often  necessary  and  wise  to  budget  several  possible  changes  or 
the  same  basic  change  using  different  assumptions  on  separate  forms.  The 
forms  showing  the  alternatives  can  then  be  placed  side  by  side  and  the 
results  easily  compared. 

After  you  develop  one  or  several  budgets  you  may  need  to  refine  than. 
DANGER  —  if  budgets  are  to  provide  the  basis  for  sound  decisions,  personal 
bias  should  not  be  allowed  to  refine  or  change  the  figures  so  final  results 
agree  with  predetermined  opinions. 

The  considerations  listed  at  the  bottom  of  the  form  (in  part  E)  sore 
important.  These  things  are  difficult  or  impossible  to  assign  a  dollar  value. 
List  questions  and  comments  about  other  possible  resource  uses,  risk, 
liability,  demand  outlook,  labor  requirements,  attitudes  toward  working  with 
people,  working  on  weekends,  differences  in  managerial  requirements,  the 
availability  of  credit  and  technical  assistance,  and  anything  else  that  has 
a  bearing  on  the  manager's  decision. 

Since  changes  can  be  expected  year  after  year,  especially  if  there  is 
growth  in  the  business,  the  manager  must  develop  and  study  new  budgets  when- 
ever he  is  faced  with  important  decisions.  Management  is  a  dynamic  process. 
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FIGURE  3  --  Farm  and  Ranch   Recreation  Budget 

A)  The  Change:  


B)  Key  Information  and  Assumptions: 

1)  

2)  

3)  " 


h) 


C)  Income  Changes: 
Added  Costs 


Reduced  Returns 


TOTAL       $ 


$ 


Added  Returns 


TOTAL       $ 
(LOSSES)       $[ 

$ 


Reduced  Costs 


TOTAL   $ 


GAINS  $ 


minus  LOSSES  $ 


D)  Added  Capital  1)  Land 

Required:  2)  Buildings 
3)  Equipment 

E)  Also  Consider:  l)  

2) 

3)  ~~~ 


TOTAL  $ 

(GAINS)  $[ 

=  INCOME  CHANGE  (+  OR  -  )  $] 

U)  Annual  Variable  Inputs  $ 

s) ■ 

6)  IIZZIZZIIZII  ■ 

— TOTAL  mm  CAPITAl  $■ 
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USING   AND   INTERPRETING  THE   BUDGET 

Consider  also  the  difference  in  the  amount  and  the  kind  of  management 
and  labor  required  by  various  enterprises.  Labor  peaks  may  conflict  with  the 
farm  workload.  Week  end  work  may  be  required.  Recreation  enterprises  also 
involve  working  with  people.  Managing  a  recreation  enterprise  is  different 
from  crop,  livestock,  poultry,  or  forestry  production, 

A  further  point  —  it  usually  takes  time  to  develop  a  recreation  enter- 
prise. There  may  be  no  or  few  customer  sales  for  the  first  year  or  two. 
The  "added  returns "  from  the  enterprise  may  be  much  lower  during  the  develop- 
n»nt  period  than  the  average  for  the  entire  planning  horizon.  Cash  fixed 
costs  and  the  actual  interest  paid  must  be  met  anyway.  A  separate  trial 
budget  for  the  first  year,  another  for  the  second  year,  etc,  would  help  the 
manager  judge  whether  or  not  he  would  be  able  and  willing  to  survive  the 
early  lean  years. 

To  illustrate  the  use  of  budgeting  as  a  tool  the  following  three  san^le 
budgets  show  different  proposed  recreation  changes,  ^ 

Example  1  shown  in  Figure  U,  A  recreation  enterprise  consisting  of  a 
6«-acre  pond  and  fee  fishing  was  considered.  This  change  was  assumed  to  take 
10  acres  of  pasture  land  and  5  acres  of  cropland  out  of  forage  and  grain  pro- 
duction. The  probable  labor  and  management  income  change  for  this  example 
was  determined  to  be  an  increase  of  $795,  The  farm  or  ranch  business  would 
be  ahead  an  average  of  $795  a  year  over  the  present,  with  a  5  percent  return 
on  capital  and  pond  costs  prorated  over  a  period  of  10  years.  It  is 
important  to  remember  that  this  result  is  only  as  accurate  as  the  information 
used  in  the  budget. 

Example  2  shown  in  Figure  5.  This  example  substitutes  a  farm  vacation 
enterprise  for  a  poultry  flock  of  2,000  laying  hens.  It  was  assumed  that  the 
family  has  limited  resources  and  must  make  a  choice  between  these  enterprises. 
The  budgeted  income  change  for  this  example  shows  a  loss  of  $160,  The  family 
would  probably  decide  to  keep  the  poultry  if  they  prefer  maximum  income.  If 
they  are  willing  to  take  $160  less  income  and  would  prefer  to  work  with  the 
farm  vacation  enterprise,  they  might  give  this  change  further  consideration. 

Example  3  shown  in  Figure  6,  In  this  example  a  rancher  plans  to  double 
the  hunter  capacity  of  a  game  bird  shooting  preserve  now  in  operation  on  the 
ranch,  sell  deer  hunting  permits  on  1200  acres  of  land,  and  convert  200  acres 
of  marginal  croplaaid  into  intensive  game  feeding  and  cover  area.  These 
changes  would  convert  all  of  the  rancher's  land  and  other  resources  into  a 
recreation  business.  This  example  shows  that  budgets  are  useful  in  evaluating 
changes  in  size  as  well  as  in  equipment,  facilities,  and  procedures  used  with 
existing  recreation  enterprises.  Only  the  added  costs  and  returns  were  con- 
sidered. The  budget  indicates  that  the  rancher's  labor  and  management  income 
would  be  about  $3000  more  if  he  made  the  changes  shown.  To  implement  these 
changes,  approadaately  $2000  capital  would  be  required  in  addition  to  the 
$8000  estiioated  available  after  the  sale  of  farm  equipment  previously  used 
for  crops, 

^  Caution  •—  the  sample  budgets  are  hypothetical  cases  and  are  used  only  for 
purposes  of  illustration.  Recreation  enterprise  data  are  based  on  those 
given  In  U5M^.l.B,-277, 
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FIGURE  4  —  Farm  and  Ranch  Recreation  Budget 

A)  The  Change:  e^cres  o/^/:?<rs-/£yre  <^/7a/ Sdfcres  d/^ cro/p/tj^nJ oc// 03^-/or<sqfC 

B)  Key  Infoxwatlon  and  Asstmpt^ons: 

C)  Incone  Changes; 


Added  Costs  ^/}(^Mearec/<y^/ot)  ^^ao?-  ,  //>/erffs/  ^/ao°-^)  $     JX<do 

77isA *  Jyc9/A /<fc/:/e.r^£k9irs,ftrr//'//Z€n  ti/eeJ aonrro/  A  OOP 

"  TOTAL    $  ^^2o5. 

Reduced  Returns  /j^sA//^  (  /S.^-jOerc^crc  x /o  <ric/~<^s  \.      $      /^O. 
Ao/t^/edcrops  ^^7b  jOer<:^re  x  S  c^cnrs)         J  So. 


TOTAL     $      SOO 
(LOSSES)    %a.7o^ 

Added  Returns      ;^/^A,'^o  Zees  (/S-qo  X^/-^  ).  $  ^, ^Sa 

TOTAL     $43^"b 

Reduced  Costs      /^^At/t  /r?cs/h/e^h:fncer*^/cfcre K/c<ifcres]  $       .^ 

(^/•g/j  Posts  .SffecJf  /erMfzers  -A/e/  ___„_„ 

/^O/>0/^  cfcrt   X  Sc9cres)  /tOO 

'• — '^ ^       TOAl    $     /so 

(GAINS)     $  ^,  SOO 

GAINS  $  J;  ^OQ  minus  LOSSES  $  ^.^oS  =  INCOME  CHANGE   (+  OR  -)  $+  79 S 

D)  Added  Capital    l)  Land  --  \x)  Annual  Viable  Inputs        $  /,S0O 

Required:     2)  Buildings      —  $)  Ai>/y</.  ^,ooo 

3)  Equipment  a2«  Soo     6)  _^.,.„_____,„„„_____  _ 

TOTAL  ASDED  CAPITAL        $  Y.SdO 

E)  Also  Consider:  1.)  i^/Aer  aass>Ji/e  /^eA/r/7S  Ao^   Z/oo  c9a(^ec^ ncf/)//a/ reoc/Zr^-c/ 
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FIGURE  5  --  Farm  and  Ranch  Recreation  Budget 

A 


)  The  Change:  TTgyVi^  /e^r/n  i^c^Ccfr/or?  (e/rrer/ipr/se.  Drap  c>  jli>ou///y 


B)  Key  Information  and  Assumptions: 


C)  Income  Changes: 

Added  Costs  ?-/xec/ cos/s  or  ■^tOao  Jiaose  chiff/t^esf/SL/rpenaJl  ^  ^/O 

.  £^ou//3/r?e/)///7x're/cosis)  Otffcrrs^  Po/7/^^t  e/c  -Joo 


TOTAL    %:2,f(^o 


Reduced  Returns 


Added  Returns 


^O  /-c^/rff/c/  aJee/:s  (^  -  /S'O. 


TOTAL     %  9,^00 
(LOSSES)     %/2,Uo 


Reduced  Costs     /^c///?^ire/0/<:rc€/J^e/OTs-^  reec/,  o-ZAer  ]. 


TOTAL     ^4,Soo 


TOTAL     $    ^^ootP 
(GAINS)     %/a  ^^ao 

(GAINS)  %/£,d'oo  -  (LOSSES)  $/^,  Uo  -  INCOME  CHANGE  (  +  OR  -  )     $~/6<3 


D)  Added  Capital  l)  Land                 "-"         U)  Annual  Variable  Inputs  $  3,  ^00 

Required:  2)  Buildings    ^,  000    5)  ______.______^..__  — _— 

3)  Equl|»nent   /  ,000     6)  ___________  "3 

TOTAL  ADDED  CAPITAL  %/,COO 

E)  Also  Consider:     \)  /ocJ/^-u^a  /r?uc/> cuor/^ c/a/7/  //A:e  </c/sr. 

2)(^ 


2 ) C^^/7/:>^>6p  /ess  /ocorne /^^rj/pr<?ser7/' --^y/r/^s  /hCp/IeGe. 
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FIGURE  6  --  Farm  and  Ranch  Recreation   Budget 

.N  «.      pv.or,a«.  ^^^^-^g  Me  huni&r  c^4><sc//^c/  6 /re/ s-/?oo/;,^a preserve.  s^7{  d^^r 
a;   ine  onange.  /7i,„/,^q  perm/fs^  gr?  /^oo  c^cre^,  Co^iy^r/Jao  <s>cres  of  Cro/o- 

B)  Key  Information  and  Assimptions :  , 

1)  S^//  j2o  c/eer  /yc/nT^/'nq  fi>er/io/rs  <s  c/e<rr  (^^SoPS.  &:rcA. 

2)  JZI^<fi/e/aa^2oo  €rcres  iV//c///yet  •fye</ana/  co(/er(^^/a9-  /Jercrcnsperur 

U)  •S'<s//  j^o/ns  j^rrr>  e£ijL/fp/ooen-/^  o/  Cf  r> e/  o/" ^ 8o<DC.*^ . 

C)  Income  Changes: 

Added  Costs       looctcres g<^frje d^rSiS,  See<//nf  s /f7cf/'p^«nance%  j2,,ooo 

CP<^rr)e  A/rp^ /Darcr)c9Se3  ,  -reec/.  >^,  aoo 

I^o^  e>:yOe/os^<5S  / ,  OOP 

/nsc/rt9/7ce,r'/re<//cr^or,  <:5ic:/i^err/j-/r)q,  /njeresr   Sj  OCfO 

TOTAL     %/0,ooo 

Reduced  RetwmsJ'c^a  j^ores"  cro/?s  Sa/c/  (g  ^.  ^jOt^r  cfcre      $  f,  ooo 


TOTAL    $    /^aoo 
(LOSSES)     %/f^oco 


Added  Returns     j2a  <7<s<sr  Ac/r}//rJcf  Per/rti/s^  ^^^o."-  $  /^ooo 


TOTAL     $  /^,COO 
Reduced  Costs    j^oo  <^cre5  Cra/>  cos/s Seec/,  rer/-    $^ 


/ 


V/zer,  -/-uc/  %  ^j2S.'=^  />er  <scre  S^ooo 


TOTAL     $    S.ooo. 
(GAINS)     %jz/.oao. 

(QAIKS)  t^Aacfo  -  (LOSSES)  %J^iooo  -  INCCME  CHANGE  (  ^^  OR  -  )       %±3j^00O. 

D)  Added  Capital    l)  Land  -  U)  Annual  Variable  Inputs        $  /0,ooo. 

Required:     2)  Buildings        «-  ^^f/^/nas :^rrf9  eQiy^jo/yte/t^so/e/)  -  ^,ooo, 

3)  Equipment        ~         6)  ' 

l'c)fl.*Ai  AblM)  (5ApIf AL       $  jZ.coo. 

E)  Also  Consider:  \^  S/rc/ ^Aoo//r?f  /^<yr/:ef  c/emernc/--  cTcr/?  s-<^/es  jbe  c/ou^/ec/ ?' 

3;  ,^.5>^-  -  -^// /^oo/n6>  7»^/y7  rscrififfZ/nn  <s^/<Tr/)r/^es. 
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BREAKEVEN   ESTIMATES 

Breakeven  estinj^es  can  be  made  using  the  same  information  required  in  a 
budget.  They  are  useful  when  dealing  with  the  important  uncertainty  of  con- 
sumer demand. 

Breakeven  estimates  are  estimates  of  the  number  of  customer  sales  that 
are  required  to  exactly  'TDreak  even."  At  this  point,  the  recreation  enter- 
prise would  have  no  effect  on  farm  or  ranch  net  income.  The  budgeted  GAINS 
would  exactly  equal  the  LOSSES. 

A  breakeven  estimate  can  be  computed  directly  from  the  information  given 
on  the  budget  form.  For  the  sample  budget  shown  in  Figure  5,  32  family-weeks 
of  farm  vacation  business  would  be  necessary  to  ''break  even"  with  the  family's 
present  net  income. 

This  can  be  computed  as  follows: 

A)  Total  LOSSES  ("Added  Costs"  +  "Reduced  Returns").      $12.660 

B)  Subtract  any  variable  "added  costs"  —  costs  that 
vary  directly  with  the  number  of  customer  sales. 
(For  Figure  5  this  would  be  $1,6^0  for  food, 

laundry,  utilities.)  $  1.650 


RESULT:  $11^010 


C)  Subtract  "reduced  costs."  $  8.000 

RESULT:  $  3,010 

This  is  the  amount  over  the  variable  costs  of  the  recreation  enterprise 
that  most  be  met  to  "break  even." 

D)  Subtract  the  average  cost  ($55)  for  the  variable 
costs  of  food,  laundry  and  facilities  per  family- 
week  from  the  average  family-week  charge  ($l5o). 

RESULT:  $ 95 

E)  Divide  the  result  of  Step  C  by  the  result  of 

Step  D,  $3,010  divided  by  $95  -  (approximately)       32 

This  is  the  number  of  customer  sales  @  $l50  per  family-week  required 
to  "break  even." 

With  the  breakeven  estimate  before  him,  the  manager  can  consider  an 
important  question  —  How  likely  is  it  that  more  than  the  breakeven  number  of 
customers  will  patronize  the  recreation  enterprise? 

Breakeven  estjbiates  can  also  assist  the  manager  in  weighing  his  pricing 
possibilities.  The  question  of  what  to  charge  should  consider  factors  such  as 
competition  in  the  area  (the  supply)  and  the  number  of  probable  customers  and 
what  they  are  willing  to  pay  (the  demoid).  A  breakeven  estimate  can  be 
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computed  for  alternative  charges  per  sale.  Using  the  same  procedure  used  to 
determine  the  breakeven  number  of  customers  required  at  a  charge  of  $1^0  per 
farail7-week,  breakeven  estimates  can  also  be  determined  for  $100,  $125,  $175, 
and  $200  charges  per  family-week.  The  results  are  shown  in  Figure  7. 

FIGURE  7 

Charge  per  Family-week  Nximber  of  Family-weeks  Required  to 

"Break  even"  (approximately) 

$100  67 

125  U3 

150  32 

175  26 

200  21 

When  the  u'ami)er  of  breakeven  customers  at  a  given  charge  exceeds  the 
capacity  of  the  planned  facilities  and  requires  additional  investment  to  in- 
crease capacity,  you  amst  re-calculate  the  breakeven  estimates.  If  in 
Figure  7,   50  family-weeks  is  the  aaxiraom  capacity  of  the  vacation  farm's 
facilities,  the  $100  rate  would  have  to  be  discarded*  It  would  not  be  possible 
to  break  even  at  that  rate  because  not  enou^  families  would  be  provided  for. 

If  enlarged  facilities  are  conteuiplated,  make  a  new  series  of  breakeven 
e8timat@8.  They  should  take  into  account  the  additional  investment  costs  re<» 
quired  to  accommodate  more  family-weeks  of  business. 

With  the  estimates  given  in  Figure  7,  the  manager  can  ask  himself,  "Would 
the  family-week  sales  per  season  more  likely  exceed  h3   at  the  $125  rate  or  32 
at  the  $150  rate,  etc.?"  He  can  base  his  answer  to  this  question  on  the  supply 
and  the  demand  for  similar  recreation  enterprises,  if  any,  in  the  area. 
Research  results  can  give  some  insight.  Discussion  with  the  operators  of 
recreation  enterprises  and  with  possible  customers  would  help.  The  manager's 
decision  will  largely  hinge  on  his  Judgment, 
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